Good morning, Chairman Hallings, Senator McCain, and Members of the
Committee. | am Md Karmazin, President and Chief Operating Officer of Viacom.
Thank you for this opportunity to testify before you today on the topic of media
consolidation and broadcast ownership.

Instead of “media consolidation,” | prefer to cal it media competition, because
that’s what consumers are enjoying today. Over the last decade, consumers have reaped
the benefits of a tremendous amount of change in the mediaindustry: the meteoric
growth of cable, the explosion of the Internet, the expansion of broadcast networks from
four to at least nine, the birth of DBS, and the proliferation of new media devices, such as
cdl phones and persond digital assstants, which are alowing consumers to access
information when and how they want it.

It is no coincidence that this enormous growth in content and distribution
platforms has taken place during atime of consolidation in our industry. Horizontd and
verticd combination isbusnesses response to consumers ever-multiplying demands for
more information and entertainment tailored to thelr lives. Given today’ s marketplace,
we have seen content providers expand to keep up with the change: This persondization
of information and entertainment is made economicaly possible through mergers, such
asthat between Viacom and CBSlast year. Scale dlows companies to accept risks
associated with spirding costs of programming, from the cost of talent to sports rights,
and other cogts, such as those required to market, brand and promote our products. And
scade in the broadcast business brings consumers, for free, greater entertainment, sports
and news programming choices than ever before.

If we are to understand the mediaindustry, we cannot examine it in avacuum.
Because what happens in other industries unquestionably affects usin the media,
particularly & companies like Viacom, where haf of our revenues depend on advertising.
As arlines merge, as banks merge, as consumer product companies merge, the number of

our advertisng customers also declines. Where before, for example, our company might



have approached Airline X, Airline Y, and Airline Z as separate advertisers, we now
have one fewer client and, as aresult, one fewer source of advertisng revenue. And,
today, the agencies that represent the nation’ s advertisers have aso declined, meaning
that mergersin that industry have forced usin the media to negotiate with only a handful
of firmsfor acrucid part of our business.

In aworld where AOL and Time Warner can combine, where Comcast may end
up owning AT& T’ s cable systems, and where News Corporation could control DirecTV,
itisironic that today’ s hearing focuses largdy on maintaining harmful restrictions on the
only news and information medium that remains free to dl Americans—broadcasting.
Right or wrong, subscription-based cable MSOs and DBS providers are permitted to
operate without the myriad ownership restrictions that hinder broadcasters. Yet, ina
crud twigt of fate, these pay televison services rely on broadcast television as akey
component of their offerings. some 80% of Americans now tune into their broadcast
televison gations through their cable or satellite provider. Thus, while the services that
require American consumers to pay fees for access to them continue to consolidate
largely unchecked, broadcasters, of which we are a proud member, face the prospect of
being more and more marginalized. Televison and radio broadcagting are the only
media today that remain hamstrung by rules governing ownership —of televison and
radio stations locally and nationwide and of broadcast televison networks— in ways that
are far more onerous than those affecting their competitors.

Despite the hyper-competitive state of the tdevison indudtry, it is bewildering
and astounding thet there is a debate raging anew here in Washington over the limitson
nationd broadcast television station ownership, which currently prohibit a group owner
from reaching more than 35% of televison households. Some, including the broadcast
networks (ABC, CBS, Fox and NBC), want these limits pared back or repealed. Others,
including some of the largest media conglomerates in the United States (such as Pogt-
Newsweek, Cox, Belo and Hearst-Argyle), which count among their holdings broadcast



network-affiliated televison gations, as well as newspapers, cable systems and radio
dations, are fighting hard to retain the status quo.

The proponents of the status quo in this debate are clearly motivated by an
overwhelming fear that their tlevison businessis changing and thet freezing ownership
at today’ slevelsisthe panacea. But we dl must recognize that the broadcast businessis
dramaticdly changing dl around us. Our audiences are dwindling, our margins are
contracting and our share of advertising revenuesis declining. The impact on consumers,
who should be centrd to this debate, do not benefit from the status quo when it is
irrationd, anticompetitive, and an obstacle to expanded choice. After dl, it is change and
deregulation that have brought about the dmost dizzying array of video and audio
options Americans enjoy today.

Higtory ingtructs us that the fear of change is best confronted with a generous
helping of flexibility and an invigorating dose of innovation. For ingance, take the radio
industry in the early 1940s, when many feared that a gadget called televison would sted
away itsaudience. Well, the coming of televison did affect the radio business, but not in
the way those fearful of change imagined. Instead, innovative managers prodded radio to
recregte itsdlf in the face of televison’s competitive threet, changing it over time from a
center-of-the-living room, sit-down form of entertainment to one that went with
consumers as they pursued their daily activities. And, as such, radio prospered as never
before.

Or look at the broadcast televison industry in the 1950s, when it, in turn, feared a
new technology that took TV ation signas and delivered them by cable to homes too
far away to recelve them over the air. Broadcasters fought the new technology because
they saw it asathreet to free, over-the-air televison and locaism. Y&, today, more
consumers are able to watch over-the-air televison stations with a clear, sharp picture
than would ever have been possible using rooftop antennas and rabbit ears. And over-

the-air televison stations have profited as a result.



Higtory teaches us that change is uncomfortable and unnerving to both
government and business as we al undergo the turbulence of moving from the older to
the newer technologies. But in the end, when the change has occurred, we see that
consumers have benefited from the upheava because they have been empowered as
never before. With hundreds and hundreds of programming choices available &t their
fingertips, consumers are the find arbiters of which of these services will succeed and
which will fail.

Change is something my company dedswith day after day. At Viacom, our
broadcast networks, our cable networks, our video rental business, our publishing arm,
our movie studio, and our radio Saions are dl by necessity congtantly practicing the arts
of futurism and prognostication, trying to figure out the next new technologies, trends,
and regulatory schemes, and strategizing as to how we will adapt our business modds to
keep them rdevant in any given new environment. Obvioudy, Viacomisnot done. Any
busnessthat isto survive must be three steps ahead of the curve or risk obsolescence.
This includes big media companies with newspaper and televison interests like Belo,
Cox, Hears-Argyle and others, which have been pushing for relaxation of the current
restrictions on common ownership of adally newspaper and atelevison gation in the
same community as one way to redlize necessary economies in the face of the continuing
declinein newspaper circulation. These companies advocating for aliberdization of
locdl redtrictions are, of course, the very same ones fighting deregulation of televison
ownership on anationwide basis.

| empathize with the frustration of these newspaper conglomerates —deregulation
isimportant for each of our businesses. But the common ownership of two televison
gations and of multiple radio sationsin alocad market consolidates advertisng revenues
far less so than the combination of adally newspaper and atdevison ationin one
market. Thus, lifting the newspaper limit should occur only after the nationa televison
cap islifted, the dud network rule is modified and the local ownership limitson



televison and radio are rlaxed. It isthese latter changes that promise grester benefits to
ensure the future viability of the free ddivery of entertainment, news and information to
the American public.

Over the last decade done, aworldwide technologica tsunami has crashed upon
the world, flooding the broadcast industry with competition in unprecedented
proportions. Broadcast radio now competes head-to-head with Internet radio websites
that offer customized music, sports and news. Where offices once turned on aradio for
background music, individua employees are now “tuning in” to favorite websites on
their PCsfor their dl-day listening pleasure. And one day soon when wireless Internet
access is ubiquitous, people driving in their cars may opt to listen to radio websites
instead of their local broadcast radio ations. Satellite radio, which has been in the
planning stages for years and is just now launching, isanew form of “radio” which will
provide a subscriber with not just one program format as do traditiond radio stations, but
awhole range of them. Unlike traditiond radio, which can reach only asfar asa
terrestrid broadcast sgnd, the new technology will let driverstravel far and wide
without ever losing the clear reception of these satdllite “ Sations.”

Asfor broadcast televison, it competes directly with cable, which was origindly
created only to serve as a conduit for broadcast signals. That service, subscribed to by
nearly 70% of the country’ s households, has developed into a multi-channel video
programming distribution platform that not only carries hundreds of cable networks but
sarves as a high-speed gateway to the Internet and the literally millions of websites that
offer persondized entertainment, news, weether and sports. The World Wide Web itsdlf,
born around 1994, spawned nearly three million sites from 1999 to 2000 done. Direct
broadcast satellite, another competitor to broadcast television, ddivers hundreds of crisp
digitd programming channels to more than 10% of the country and dso offers high-
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In 1996, Congress fully recognized this formidable competition to broadcasters
when it passed the Telecommunications Act. Among other deregulatory actions, that law
eliminated dl limits on the national ownership of radio sations, raised from 25% to 35%
the nationd ownership limit on televison sations while ddeting the numerica cap of 12
sations, and mandated that the FCC review broadcast ownership rules every two years.

Those who fear the further deregulation of television often point to the state of
broadcast radio ownership in an attempt to paint a bleak picture of media concentration.
In so doing, they note that the largest radio station group owns some 1,200 stations, that
this group and a handful of others control alarge portion of the radio advertisng market,
and that gations in these groups play the same programming formats from central feeds
inthar digant, big-city headquarters.

While their raw numbers are accurate, they give acompletely mideading picture
of aradio indudtry that isin redlity vibrantly competitive and is certainly more diverse
than the industry serving consumersin the pre-Telecommunications Act era. There are
more than 10,500 commercid AM and FM radio stations in this country, so the top group
owns only about 11.4%. The fourth largest radio group in terms of numbers, Viacom's
Infinity radio divison, owns 184 gations, representing amere 1.7% of dl commercid
radio gations. The audience for the average radio station in this country is miniscule.
And, the radio advertisng market is so smal —totaing only about 8.5% of all ad
expenditures nationwide across dl media (newspapers, magazines, billboard, Internet,
cable, tlevison, etc.)— that even if asingle entity owned every radio dation in the
country, it still would control only asmal portion of the advertising pie. In fact, under
an antitrust review, one owner could not buy every radio station nationwide, because
there would be limits on the number of outlets that that party could own on alocd bass.

Newspapers, by the way, still garner about 21% of tota ad spending.



And what of the argument that ownership consolidation limits the diversity of
formats? No bassin fact whatsoever. That is because the multiple owner seeksto
diversfy formatsin order to garner the widest cross-section of listeners.

All we need do islook at the radio scene here in Washington's own backyard to
see thistheory spun into practice. In 1993, the 53 commercial and noncommercid radio
gations in the Washington, D.C. market were owned by 39 licensees, who offered 19
different formats. Today, five years after the Tdlecommunications Act’ s liberdization of
the radio ownership rules, these 53 stations are owned by fewer licensees—27 to be
exact. But these 27 offer more formats. 22 instead of 19, anearly 16% increase. Radio
ligteners in Washington can now tunein to a Korean language station, a Mexican gation,
two ethnic gations, a full-time smooth jazz ation and a business news station, none of
which was available eight years ago or so.

Consumers in Columbia and Greenville, South Carolina enjoy even more
diveraty of formats —about 45-58% more than they could choose from before passage
of the Tlecommunications Act. Since 1993, the number of owners of radio Setionsin
Columbia has decreased from 20 to 13, but the number of formats has increased from 11
to 16, including seven new formats and one new Spanish-language gation. In Greenville
in the same time period, the number of owners has gone from 27 to 23, but the number of
formats has gone from 12 to 19, including ten new formats and two new Spanish-
language stations. Radio programming, in short, has become more —not less— diverse,
and consumers enjoy the fruits of Congress deregulatory efforts. Moreover, broadcast
radio is now better poised to compete with the new substitutes of the Internet and satellite
radio.

Asinthe case of radio, we must parse the naysayers arguments againgt
deregulation of the nationd televison ownership cap. Ther primary contention,
intended to incite fear among policymakers, isthat locdism will fal if the cap islifted.
Magor media companies such as Cox, Belo and Hearst-Argyle —headquartered in



Atlanta, Ddlas and New Y ork, respectively— each operates tens of stations in markets
very far flung from their home bases. Y &, somehow these huge media companies
shamelessy argue that they are “locd” in every market where they own atelevison
dation whilewe are not. This pretzel logic does not end there. These same companies
further contend that because CBS, for example, has its headquartersin New Y ork, the
dations it ownsin other markets cannot be “loca,” and decisions about loca news and
information must be orchestrated from corporate officesin New York. This despite the
fact that CBS slocd dtationin Bostonisjust as“locd” asthe station owned in that
market by New Y ork-based Hearst-Argyle.

In fact, all we need do islook at a sampling of satesto see that televison Sations
in only aminority of cases are even owned by companies headquartered in the same
date. In Massachusetts, of the 13 commercid televison stations licensed there, noneis
owned by a Massachusetts broadcaster. Of the 14 televison gtationsin West Virginia,
two are owned by in-state broadcasters. And in Kansas, only one of the 11 televison
sations is owned by a Kansas broadcaster.

Thered sory isthat CBS, like every other broadcaster, knowsthat localism is
what makes broadcasting unique and aworthy competitor in the burgeoning video
programming marketplace. While offering local news and public affairs programming
may make us good citizens, it is aso no secret to networks, group owners and individua
dation ownersthat loca programming is a key competitive advantage that attracts
viewers and differentiates broadcast televison from cable channels, which are distributed
nationdly. CBS owned-and-operated stations individualy determine how much news
they will ar, what goriesthey will run and when they air them. Aswith our Infinity
radio stations, there is no corporate dictator in New Y ork who orchestrates the stations
local news programs. In fact, it’'s quite the opposite. Our stations news directors have
complete freedom locdly. Thisisafundamentad CBS policy. And it isgood busness.



On average, each of our CBS gations airs 25 hours of loca news and public
affairs programming each week, with actual amounts in some markets surpassing every
other station. And our stations do not flinch from covering stories of locd interest, even
if it means preempting network programming. Just this past May in Minnegpoalis, for
example, our WCCO-TV preempted three hours of primetime network programming to
run an emergency weather newscast. For the past 20 years, WBZ, our Boston station, has
preempted primetime network showsto air the Boston Children’ s Hospital Telethon.
WBZ a0 aired complete coverage of Congressman Joe Moakley’s funerd, preempting
programming from 10 am. through 4:30 p.m.

Many of CBS s generd managers, news directors and other staff were raised in
the communities where they work and, as aresult, know these communities intimately.

For example, Peter Brown, the news director of WBZ in Boston was born in Newton,
Massachusetts and has worked at our station for 19 years as of this Labor Day, having
worked hisway up the ranks. And Brian Jones, the generd manager of KTVT in Ddlas,
graduated from Plano High School, attended the University of Texas and has spent dl of
hisworking lifein the state. He has been with KTVT for 14 years and Started there asthe
dation’s nationd sales manager.

In addition to covering loca events, our sations heavily participate in public
sarvice activities. For example, for the past 10 years, KPIX in San Francisco and, for the
past 20 years, WBZ in Boston, have separately aired an adoption series that features loca
children in need of adoption. The KPIX series has led to the adoption of 86% of the
children featured.

Aswith radio, consolidation in the televison industry can result in Sgnificant
benefits to the consumer. Viacom’'s merger with CBS brought under one roof a group of
televison gations affiliated with UPN and a group affiliated with CBS, with overlgp in
ax markets. Infive of these duopoly markets, we are airing or are about to launch half-

hour newscasts or hourly updates on stations where none existed. Asaresult, diversity
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has expanded in Boston, Ddlas, Detroit, Miami and Pittsburgh, where viewers now have
access to more unique local news, weather and sports.

The “locdismis-dead’ issue, therefore, is atransparent distraction from the
affiliates truefear: theinevitable change to the broadcast busness modd which hasin
the past delivered to &ffiliates a steady, now unredidtic level of revenue. Under the
traditional business model over the past few decades, networks have not only provided
affiliates with amulti-billion dollar schedule of entertainment, sports, news and public
affars—dl free of charge— but dso cash compensation for carrying that programming.
Thisin addition to the commercid positions within network programming which are
made available to affiliated stationsto sdl for their own account, producing advertisng
revenues over and above those which they receive from the sde of time during non-
network programming —revenues which go straight to the bottom line.

Look behind the dust being kicked up in Washington by affiliates and what you
seeisabold request for government creation of aworld where the network bears the
entire risk and expense of developing programming with no countervalling obligations on
afiliates —such as Imply fulfilling their contractual commitmentsto arr this
programming. If the affiliates get their way, the public will not, because networks will
be discouraged from engaging in the even more expendve and riskier enterprise of
cresting new shows the public wants.

The broadcast network makes money through only one source, the sde of
nationd advertisng. Compare this sngle-revenue business model to the dua revenue
stream of cable networks, with whom broadcast networks compete: A cable network
relies on ad sdes, too, but isaso paid by cable operators for carriage of its programming
—the exact oppogite of the relationship which prevails between broadcast networks and
their effiliates. Moreover, whilethe“Big 4” broadcast networks are prohibited from

combining, cable networks are subject to absolutely no ownership restrictions.
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Broadcast networks, which provide programming free to consumers and are
limited by regulation in what other televison gtations or networks they can own, cannot
continue to compete based on these old and outdated paradigms. When the profits made
by the top fifteen cable networks dwarf the earnings of their over-the-air competitors, it is
unreglistic to continue to restrict combinations between broadcast networks when no such
restriction exigts for cable networks. And when the profit margins of network-affiliated
dations are several multiples of those of the networks that supply most of their
programming, it is unredigtic and unfair to artificialy restrict the number of loca
dations that the networks themsalves can own to amortize their enormous programming
costs.

With fewer viewers watching more expensve broadcast televison programming
and advertisers unwilling to spend more to pay for it, broadcasters must be permitted to
participate in the economies of scale enjoyed by their competitors. For example, in
addition to its operationsin New Y ork, CBS News staffs bureaus around the world to
produce network news. If our company were able to own and operate another major
broadcast network, we could use the combined resources to operate more efficiently and
to provide more news more often on both networks —to al Americans and il free of
charge. Even with two such networks under one roof, the combined ratings and
advertisng revenues would not come close to dominating the literally hundreds of
remaning televison programming competitors.

Maybe it's the golden years of televison that opponents of relaxing the nationa
broadcast television station ownership cap redly yearn for. And why not? Lifewas
easer then for the few of usin the mediabusiness. Even in 1976, in the afterglow of
those golden years, CBS, dong with the only other broadcast networks at the time, ABC
and NBC, clamed nine out of 10 viewers each night. The average home at that time had
seven channels to choose from. And the VCR was not commercidly available. That isa

status quo any business would want to preserve.



Nogagia may make usfed better for atime, but neither time nor technology
gand Hill. Almost five years later, in 1980, there were 734 televison gations, 21% of all
homes subscribed to cable, 16 nationa cable networks existed, and the average home
recelved nine channels of programming. In 1991, Americans could select from 33
channds of programming, the broadcast networks had lost one-third of their audience,
and VCRswere in 70% of al homes.

Today, there are 1,663 TV sations, 9 broadcast networks, 70% of all homes
subscribe to cable and another 10% pay for DBS. There are 281 nationa cable networks
and the average home receives 54 channds of programming. A viewer can tuneinto
severd dl-news cable channels, both nationd (such as CNN, MSNBC and the Fox News
Channd) and regiond (such asNY 1 Newsin New York and News Channd 8in
Washington). Or aviewer can choose to watch an dl-golf channdl, an al-cooking
channdl, or an dl-history channd. Or, perhaps, check in on the ddiberations of this
Committee on C-SPAN. And then thereis the Internet, a medium none of us can ignore.
According to the Pew Research Center, as many Americans—33%— receive their news
from online sources as from broadcast networks. For younger people, the trend towards
new media sources for news and information is even more pronounced: more college
graduates under the age of 50 recelve news from the Internet than from televison news.

Asaresult of thisrobust competition, six of the broadcast networks today, the
“Big Threg’ plus Fox, the WB and UPN, jointly garner only about 35% of TV
householdsin primetime. Although the population of the United States has grown
sgnificantly, fewer people watched the find episode of Seinfeld in 1998 than watched
the find episode of M* A*S*H in 1983. Whereas broadcast network television was once
the common experience that bound the nation, it is now just one of amyriad of televison
programming choices.

In the aftershock of such seismic growth in competition, al broadcasters,
networks and affiliates alike, should embrace change and join in advocating rules
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changes that will put us a regulaory parity with our competitors and help to preserve
free, over-the-air televison as avibrant part of our remarkable media marketplace. Let's
gart with the fact that the 35% cap imposed on broadcast televison is an unredistic and
arbitrary limit. Limiting broadcast televison ownership doesn't affect competition or
divergty in any market a dl. Viewers watch sations only in their local markets, and
consolidation in different markets has no impact on competition.

Congress in itswisdom has dways understood that regulatory regimes must move
in synch with the dynamism of competition. In the Telecommunications Act of 1996,
Congress directed the FCC to review itsrules on abiennid bass to “ determine whether
any of such rules are necessary to the public interest as aresult of competition.” Given
the undeniably robust state of competition in the video marketplace today, it is
unjustifiable thet televison broadcasters continue to be unfairly impaired by an onerous
regulatory regime attached to no other telecommunications segment. Instead, televison
broadcasters must be positioned to withstand economic challenges, as businesses are now
experiencing in this downturn, in order to compete againgt the ever-multiplying array of
competitive video program didtributors, and to commit the huge investments needed to
make the trangtion to digital.

We therefore urge that the FCC make important changesin its upcoming biennia
review. Firgt, the nationa broadcast televison ownership cap must be lifted. Second,
one mgor broadcast network should be permitted to combine with another. And, third,
local televison and local radio ownership should be based on a percentage of the market,
not on the number of stations and arbitrary numbers of “voices” We hopethat this
Committee will support the FCC asit undertakes these sgnificant actions.

Eliminating ownership restrictions, which attempt to regulate by a prophylactic
method that often ensnares the wrong targets, will not mean the end of any review of
mergers, of course. Our nation’s antitrust laws require intensive review by the

Department of Justice or the Federal Trade Commission on a case-by-case basisto
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determine whether consumers will be harmed by a particular combination. These arms

of the government, which have the authority and expertise to assess concentration, should
be permitted to do their jobs rather than having arbitrary rules applied that may actudly
work against consumer’s best interests. Such tail ored assessments of the impact of media
transactions promote, rather than stifle, competition.

There is only one status quo we should dl fight to maintain, and that is the world-
class quantity and quality of media choices available to Americans. A hedthy broadcast
industry that delivers entertainment, sports and newsfor freeto dl Americansisacriticad
element of our society and is only made possible by the incredibly competitive media
landscape that is uniquely American. It should not be left to struggle under the weight of
rulesthat favor a select group of broadcasters a the expense of the American viewing
public.

The broadcast indudtry isat acriticd juncture. This Committee has the
opportunity to make an historic contribution by embracing the future and unlocking the
shackles that threaten to extinguish broadcasting and its essentid role in creating and
mantaining an informed and diverse citizenry. We are prepared to take the economic
risks to make this new world of choice a continuing redity and to follow your lead into a
more competitive future that will result in empowering Americans more than at any time
in the higtory of this great nation. Now isthe timeto rgect interests of the few for the
bendfit of the many.

Thank you.



